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FORECASTING AND BUDGETING
By LINDA STANFORD, C.P.A., Endicott, New York

Planning is the first responsibility of
management. A company cannot survive
unless it plans for the future—and not
just for next year—but for several years.
Management, however, must be convinced
that this is so, or the planning and fore
casting program will not be effective.
Sound policy-making depends upon accu
rate forecasting. After the plan is for
malized, management should operate un
der it by controlling and analyzing its
operations against the plan, and after
reviewing the results, by changing the
plan where needed. Planning guides man
agement in everyday decisions, provides a
framework for the future and guides de
cisions as to products to be made and
training and development of personnel to
be undertaken. It also helps to provide
a control of working capital, develops
morale in the management group and
organizes thinking.
Planning can be costly, and there is no
point in preparing a forecast unless it is
to be used and unless there is a direct
dollar return. A forecast is useful only if
it is made part of the company’s day-today administration.
Executives are using forecasts to plan
sales, production, purchasing and financ
ing. Companies can predict, with some
accuracy, not only their sales, but also
profits and financial requirements for
everyday operation and for expansion in
the future. Sound budgeting is nothing
more than planning. It is the expression
in dollars and cents of coordinated plan
ning. Budgets and profit-planning are
only as good as the thought, attention
and planning that go into the assumptions
used in preparing them.
A study by Controllership Foundation,
which is the research group of Controller’s
Institute, summarized the principal prob
lems involved in budgeting—
“1. A tendency on the part of some
executives to expect results from the tech
nique, failing to appreciate the fact that
budgeting is a tool to be used by manage
ment and is effective only through the ac
tions of responsible individuals. These
executives apparently do not realize that
the budget does not manage, but is an
effective tool available to management.
The results obtained are dependent upon

how the tool is used. It does not and can
not, of course, substitute for the use of
judgment and good leadership by man
agement.
2. Failure on the part of some execu
tives to recognize that effective use and
application of budgeting depends almost
wholly upon an understanding and appre
ciation of the importance of sound human
relations. In other words, good use of
budgets and budget techniques can be
realized only through the coordinated ef
forts of many people at various manage
ment levels. It helps to have these people
understand what budgeting is and know
that they honestly plan an active role
in making the budget system work.
3. There are inherent difficulties in
volved in forecasting volume with reason
able accuracy and confidence.”1
People generally do not like budgets.
To most people, budgets represent restric
tion and simply do not arouse any enthu
siasm. Budgets might hamper freedom of
action it is said, but this fear may be
dissipated if the problem is carefully
approached.
Thousands of people in management
obtain direction in business affairs through
a skillfully managed budget practice. This
statement is true from foremen to presi
dents. If the budget is skillfully managed,
the people operating under it show a de
pendence upon it. There are others, how
ever, who hold a negative attitude in their
budget philosophy, primarily because they
are thoroughly confused on the subject.
These negative attitudes must be over
come. The problem is not a simple one.
We are dealing with human beings, and
human beings are not simple. Any execu
tive who operates under a skillfully man
aged budget will say he cannot get along
without it or, at least, that his business
would probably suffer because of the lack
of planning that a budget provides.
Why do people resent budgetary con
trol of business operations? Why do we
have a budget system at all? The budget
may be a measure of the amount to be
spent and actions to be taken or it may
be a pressure device to goad people into
greater effort. It may be both. There is
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plan and has been expected to abide by it.
If it is to the best interests of the company
to change the budget, he knows that it will
be changed and that he will not be critic
ized for having recommended the change.
If all management and all people who oper
ate under budgetary control could under
stand that this is the way a budget should
operate, many of the problems, frictions
and frustrations could be eliminated from
the operation of a budgetary control system.
The effective use of a budget requires
good organization structure, with delega
tion of authority along with responsibility.
The supervisor must understand just which
items in the budget are controlled by him.
Those which are not controllable by him
should be shown separately.
Sales are forecast. Selling costs, re
search costs, production scheduling, mate
rial and overhead costs, and all other costs
that make up a profit and loss statement
are determined. Every item must be scrutin
ized and all segments of the business given
attention. People must make tentative de
cisions about matters that are months away.
They must anticipate customers’ requests
for special handling or attention. They
must anticipate financial requirements and
methods of sales promotion. All division
heads must cooperate and coordinate their
efforts, working together to obtain the final
budget or forecast. In preparing a budget,
many times management will be faced with
important and disagreeable decisions to be
made, long before the time previously
thought necessary. By planning, manage
ment can make those disagreeable decisions
in time to prevent a possible disastrous re
sult had such decisions not been foreseen
and faced.
There must be organized planning for a
budget system. This planning involves a
sales forecast or sales budget, with a plan
for all income and for all expenses. To
have a budget that will produce the final
planning, we must begin with a sales fore
cast. To some extent, what we pay out
depends upon these figures. The sales fore
cast should indicate the general level at
which you believe you will operate. It is
necessary to determine the products you
expect to sell and the volume of each, how
you will sell them, when, and where you
will produce your inventory. Sales esti
mates must be developed by divisions, by
commodities, and by production facilities.
This procedure may involve some over-all
estimates first and then a distribution of
them, or it may involve a build-up of the
total from estimates of the district sales

the “planning” concept and there is the
“pressure” concept. The budget can be a
tool for measurement of performance and
cost against standards, to be used by the
foreman and his management as partners
with a resultant effort on the part of other
employees to do their best. Or it can be
something that is used against the em
ployees, with a resultant rebellion and
poor performance. If the individuals ap
proach budgets with interest, and are not
given the feeling of pressure, they are
much more likely to respond. Many prob
lems disappear with such an attitude.
Budgets must be undertaken with a feel
ing of understanding on the part of the
people who will be concerned with them.
The. attitudes of the people—the president
of the company, its controller, its sales
manager, its plant supervisor, and even
its foremen—will determine the success
or failure of budgetary control.
Forecasting and budgeting may or may
not be formalized plans but they are the
basis of efficient management and a dis
ciplined approach to the problems of busi
ness. They have been likened to the
agenda for a meeting—they set up an
outline or plan for management decisions
by which the desired goal shall be
achieved.
There are some basic techniques which
every manager should know which will
enable him to forecast for his own unit.
In essence, forecasting and budgeting in
volve two steps—
1.
Gathering appropriate facts.
2. Interpreting these facts to provide a
judgment on the future.
Once it has become time for the manager
to set up his budget, he starts to make
plans. He gets an answer to all of his
questions. He hopes he knows what new
matters to expect during the following
period. After he has assembled all of these
potentials, he converts them into budget
dollars, to be approved. When approved,
the budget becomes the operational stand
ard. Once the budget is adopted, it must
be accepted, and must be adhered to as
closely as possible.
It may be necessary to change the bud
get as time goes along. Once this situation
becomes apparent, the manager prepares
and submits a report as to his understand
ing of the change and its result. The report
should be given due consideration by his
superiors. With proper management assur
ance, he knows that there is a degree of
flexibility, although he has been given a
4

offices and plants. These estimates may
then be projected to divisions or plants or
to individual items. Variations from the
original forecast may be reviewed from
time to time. It may even be necessary to
change the plan itself. No matter how far
apart the forecast and the actual figures
are, however, the forecast is still a tool
with which to control operations and to
make plans. It is like par in a game of
golf, or like a perfect game in bowling.
It is a budget against which you play.
Everyone should understand the make-up
of the budget. If an item is partly variable,
the foreman or supervisor should be thor
oughly briefed on the item and the cause
and effect of the variations. He should
realize that there may be shortcomings in
the figures. If everyone has a clear and
thorough understanding of the purposes of
the budget and the manner in which it
operates, there should be no problem of
dispute as to the responsibility for the
variations.
Expense budgets are usually determined
by the people for whom they serve as stand
ards. This limitation should be recognized
by management. The success of any large
scale program of overhead cost control re
quires something more than ordinary effort.
It requires a group to work together, a
statement indicating top-management sup
port, and an explanation to all concerned
of the need for the program. Quite often
supervisors will adopt the attitude of “wait
and see” or “you show me”. The real need,
of course, is to convert that attitude into
cooperation that is affirmative, enthusiastic
and creative.
There are two major steps which top
management alone can and must do. These
are—
1.
Prepare for the major change
2. Inspire management, line and staff,
with the idea of achieving the desired
goal, and the necessity for it. It is
natural for people to want to con
tribute to and be a member of success
ful management. Participation in a
budgeting program and the full com
munication of the part played will
let each person feel the full impor
tance of his assignment to his com
pany’s success.
Much of the success of a large scale cost
control program depends upon the attitude
of top management itself. Top management
must reflect not only an endorsement of
the program, but must assume the respon
sibility for seeing that worthwhile results

and savings are attained. Management
should develop an understanding and de
sire in operating supervisors to want to
cut their costs instead of building them up.
Here are some points that may help
achieve this goal.
1. Specify in advance the size of the
savings or profits to be achieved. This
procedure often helps more than any other
to divert attention from changes and sav
ings that might be required and concen
trates attention on how specified goals can
be achieved.
2. Clearly fix the responsibility for re
sults. Make it clear to operating managers
and supervisors that the program being
undertaken is not something that is being
done to help them necessarily (although it
indirectly will) but something for which
they are responsible.
3. Help the operating managers and
supervisors overcome their normal aversion
to a controlled program such as this. De
velop instead a challenge for them by letting
them know that top management is inter
ested in how quickly and how well each
contributes to the goal that has been estab
lished.
4. If supervisors are given the assurance
that no one working under them will be
hurt by the program, they will approach
it with much more enthusiasm.
5. Recognize those achieving outstanding
performance. Personnel will soon judge
whether management means what it says
by the way in which it recognizes and re
wards good performance.
And now we want to know—is this for
ward planning building up the confidence
of our employees? Is it helping them to
turn in a good performance? Do they have
the capacity to understand and rely upon
those with whom they are working? If
people are operating well before a planning
system is installed, such a system will prob
ably do them no harm but will do them
good, if they will realize that we are turn
ing our eyes to the future and asking them
to help us construct a plan towards the
future. If the heads or leaders of the
business give a good explanation or reason
for the need of this planning process, this
will be true. This is a most important step.
A wise presentation will leave little doubt
that this planning program will provide
for better accomplishment, more confidence,
and greater satisfaction in measuring re
sults against the plan.
(Continued on page 12)
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ANNUAL MEETING AMERICAN SOCIETY OF WOMEN ACCOUNTANTS

In accordance with Article X, Section 1 of the Bylaws of the American Society of
Women Accountants, notice is hereby provided that the 19th annual meeting of the So
ciety will be held in conjunction with that of the American Woman’s Society of Certified
Public Accountants at the Hotel Mark Hopkins, San Francisco, California, October 22-24,
1959. The regular annual business meeting of the American Society of Woman Account
ants has been called for 2:00 p. m. on Thursday, October 22, 1959.
Eleanore E. Becker, National Secretary

lic Accountants indicates fulfillment of a
basic objective of AWSCPA.
The percentage of our membership who
are also members of the American Institute
of Certified Public Accountants is approxi
mately the same as that of CPAs as a
whole. In order to achieve one of the
purposes of the Society, we should strive
to increase the number of our members
who are members of AICPA.
Plans are now being made for the 1959
joint annual meeting of AWSCPA and
ASWA at the Hotel Mark Hopkins, San
Francisco, October 22 to 24, 1959. I urge
every member to attend this meeting and
the AICPA annual meeting which imme
diately follows. I feel confident that you
will find it an interesting and rewarding
experience.
I wish to express to each of you my
appreciation of your confidence and coop
(Continued from page 10)
eration during this year. It has been a
as chairman of the policy and procedure pleasure to work with the AWSCPA officers,
committee and as chairman of the nominat directors and committee chairmen, the
ASWA National President, Carolyn J.
ing committee.
Abernethy, and other ASWA officers and
The high standards of quality of THE
directors. It has been a distinct honor and
WOMAN CPA have been maintained by
privilege to serve as the president of such
Marguerite Reimers, editor, with the assist a fine group of professional women. Thank
ance of the assistant editors and the edi you for the opportunity.
torial board. One of the most obvious im
Mary J. McCann
provements in the magazine is the new
cover which gives it a more up-to-date look.
(Continued from page 5)
Beatrice C. Langley, supervisor of na
tional headquarters, has been most helpful
There is really no purpose in establish
to the officers and directors in all their ing a budget if it is not to be used for
dealings with national headquarters and control. Control has been defined as “dis
has been faithful in carrying out efficiently ciplined effort to follow a plan or to explain
deviations from it”. That is all. Voluntary,
all responsibilities assigned to her.
The increasing number of AWSCPA unified and cooperative efforts. If it is impossible to reach the budgeted sales
members serving in some official capacity volume, at least it is known earlier, and
their state societies of CPAs, ASWA na management can take the action that may
tionally and locally, and other accounting be indicated. Budget practice is the pure
organizations, and serving on committees adaptation of the principle of “manage
of the American Institute of Certified Pub ment by exception”.

director and chairman of its education committee.
Her basic accounting training was received from the
American Academy of Accountancy and the Univer
sity of Texas, and she holds a Texas certificate. She
is employed by the Exploration and Production Di
vision of Southern Natural Gas Company, and holds
membership in the American Institute, and Alabama
and Texas Societies of Certified Public Accountants,
and is a charter member in the Birmingham Chapter
of ASWA, which she has served as vice president.
The following are serving as directors:
Mary J. McCann of Kansas City, Missouri, imme
diate past president, who is an accountant on the
staff of Touche, Nivan, Bailey and Smart;
Lillian Clay Cundiff, of Magnolia, Arkansas, an
instructor in accounting at Southern State College;
Virginia R. Huntington, of Albuquerque, New
Mexico, a partner in the firm of Ted J. Frick & Co.
CPA’s;
Ruth Kravitz, of Waterbury, Connecticut, a partner
in the firm of Bernard J. Zucker & Co. CPA’s;
Margaret E. Lauer, of New Orleans, Louisiana, an
individual practitioner.
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